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From : Ken McManigal 

Subject : Assessment Responsibility on Railcar Repair Facilities 

This is in response to your November 17, 1986, - memorandum 
wherein you advised that General Electric Company had recently 
purchased North American Car Company’s railcar fleet and repair 
facilities, had had its General Electric Railcar Services Co. 
subsidiary take ownership of and operate the railcar fleet, and 
had had its Quality Service Railcar Co. subsidiary take 
ownership of and operate the repair facilities; and you asked’ 
whether the Valuation Division should retain assessment 
jurisdiction of the repair facilities, which it had when both 
the railcar fleet and the repair facilities were owned by North 
American Car Company, or return assessment jurisdiction of such 
facilities to county assessors. 

We believe that the Valuation Division should return assessment 
jurisdiction of the repair facilities to the appropriate county 
assessors. Article XIII, section 19 of the California 
Constitution provides in this regard that the Board shall 
annually assess property owned or used. by car companies 
operating on railways in the state. As structured by General 
Electric Company, the car company operating on railways in 
California is General Electric Railcar Services Co., a 
subsidiary separate and distinct from the Company itself and 
from its other subsidiaries, including its .Quality Service 
Railcar Co.; and thus, the Valuation Division should retain 
assessment jurisdiction over only that property owned or used 
by General Electric Railcar Services Co., primarily the railcar 
fleet. 

Attached for your general information is a copy of an October 
22, 1986, letter from Ms. Barbara Elbrecht to Mr. Max Goodrich 
which addresses the relationship between a parent corporation 
and its subsidiary corporations, sets forth and discusses 
circumstances under which corporate entities/subsidiary 
entities might be disregarded, and concludes that in light of 



. 

the available information there is no basis for disregarding 
the separate existence of the parent corporation and its 
subsidiaries. In the same vein, there is nothing to suggest 
that the separate existence of General Electric Company, 
General Electric Railcar Services Co., and/or Quality Service 
R ‘lcar Co. 

JY 

should be disregarded in this instance. 
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, * ..,t of Califxnia 

Memorandum 
c 

: Mr. Richard Ochsnet 

From : Louis E. Mayer, Chief 
Valuation 

su!zk!: Assessment Responsibi lity on ailcar Repair Facilities g 

Oote : November 17, 19E6 

In 1986 and prior years we have assessed repair facilities owned by North 
American Car Company. These facilities, along with a railcar fleet, have 
been sold to General Electric Co. 

Two separate subsidiaries have been set up by General Electric Company: 

General Electric Railcar Services Co. which operates 
the railcar fleet 

Quality Service Railcar Co. which operates the repair 
facility 

Gene DuPaul of my staff and Ken McManigal of yours participated in a meeting 
with RSchard Althoff of General Electric to discuss this and other issues 
connected with the sale. Gene concludes, and believes Ken agrees, that ~2 

should return assessment jurisdiction for these two shops to the county 
assessors. 

This action would be consistent with the Board's earlier treatment of Trailer 
Train's repair facility when it was operated by a subsidiary. The reason 
would be that th'ere is not a strong enough connection between the two 
companies to meet the "owned or used by 'I criteria in Article XIII Sect. 19. 

If you concur, we will advise the company and the two County assessors Of 
this decision. , 

LEM:GO:js 

cc: Mr. Gordon Adelman 
Mr. Robert Gustafson 
Mr. Ken McManigal 
Mr. Gene DuPaui.1 
ilr. Octavia Lee 
Mr. Chad McDonald. 
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Dear. Hr. Goodrich; 
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: This’ is in response to. your letter of:.J’u.1-y 
-.‘;.. 

7, .1986, fo Mr. -- - ‘. 

.Richard.. H. Ochsner wherein’ you.,.r..eq,ue~_~~_,.~j?u opinion regarding, ,’ . . 
. .‘t@e. applicability of :he- exemption .from:r: taxation .pto;rlced b;r::’ .‘.. .” 

Section 3.(l) of .Article:XI’II 0-f the California. Constitution..to ,’ .‘. 
.‘:‘vessels. used by a subsi-di’ary corporati‘b~..to.‘transport for hire .. .. .., 

‘the property o f a. par’en.t-corporation. ,:The: facts prov.ided’ $n ” 
.your. lette,r and. the.. acconpany,ing.,ne~moranda_ frbm .the :Office of ., ., ., 
,the. County Counsel can be sunmarized.‘as follows: . .. .. 

. __’ . . _- ‘. 
~ . . . . . . 

The S; S. Coast ‘Raige and. the S. :S’.‘y Sierra Fadre were .bo.t,h 
. 

. . _. built in San Diego. by .Natjonai”.S:teel’:and .Ship Building ._ .:.; .s .. 

. ,: Company, and delivered.‘t’o Union. Oil’., C&any o.f Calif orn!a ;::.. 

. ‘.( “Union”) on ,.October 29, 19.81, and D.ecember 18, 1981, ,, :.,.‘, : 
‘. respectively.. Both vessels were ba’reboat chartered by ..’ 

.,_ 
.I 

.” 

Union to We& Coast .Shipping Co-any ,( “West Coast".) , a 1 
wholly-owned, .subsidi&ry of. Union, for $550,000 per month, 

: .. 

(Bareboat Charter, Par’ties, p; 7.).. ‘, 
I . 

_ 

., . . . ‘. . . -, -*.-.CI;lyl,,,.sm 
t 

.Wes’t Coast with ‘its Eaff of’ 28 employees operates 30th : 
state-of-the-art vessels. as.‘product carriers under ,. : 
transportation contracts with Union, delivering together 
more than nine miiiion -barrels gc?r year of Uilioil”s procuc% 
to west coast markets., 1 t also operates two other ships 
regarding which we have no inforna ticn. 

Two vircaaiiy ic;enclcal craiisgort~tlod conzsacts cec’rl&n 
West Coast and Union dated September 29, 1931, (for the 
S.S. co3sc Bange) and Dececoer 15, 14ti1, (for the S.S. 
Sierra i.iadCP) require !,-est Coast, the carrier t to srovicie 
to Union, the shipper, ,t.:lt_’ two tank vessels for c:?e 
carriage of cargo designated by the.ship?er. The shipper 
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. .MT. Max Goodri.ch -2-’ .: October. 22; 19ap 
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d : ._’ -. ” ,: ,:,:... . . . . : *. . .. . ‘.C’ .,* .( ‘_ ‘. 
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:,. -_ 
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hasI the r,ight eb name--“the vessti&, :d.i*pl‘ay its .insignia;‘on. .. 
,: 

I 

i ,the’* ves.&els ! s&a&s,. .fly i. ts. ‘no&e, flag .. and dqtermine tfi,tir, 
: 

- colot of:.$in&‘. an;d::‘th& gener&: sqheme..%~ereofr: on the 
_ yesS&ia,~~;.:( Tr~ns~~rtatian C’oiI~iratit.S,~~‘:~~p. c 1 I.- 

..:.,. . ,, , . 

’ _ .: . $‘ :, 
; .._ 

. . . 1. :. 
_‘. 1 ..-:. .’ 

.’ ‘,. _I:.:‘. -... 
: . . ., .F. - ;.. : 

” 

‘The.amdUn.t’ if.-. freight agreed to ..by..:c’okt.r2ct was...the .su.r.“of’ . ‘, 
all costs- to the.,.ctirri-eK:, -,.ineIl;ct~nq‘-lai’l.i p&d under: the -_’ 
‘ch:arter.,<?p~us ‘a. mahagemehk .f e&i. The ..shil;per :&greed to “:, *’ 

, j.ndemnifyl’:’ the ca:rrier. against a11:“1datji’lities::in excess:bf 
the: carr2er Is insurance= cdveraqe.;.: except.. for’.fra,uci; wil1f.u1. 
m~sco_r!'du~~t or cri,mSnal acts;.. (T.r8n@artakion Contra’cts>:;‘p.. 

,a’) ” L. 
..:, .‘:‘--‘. ‘. ._ 

_- ,.I,, .: _ . 

‘: 

. . 

. ,I. :. :’ 

‘. 

.‘. 

: _.. 
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The, &m@e.ti job :of .pla.nni& .an’d ,‘&‘r,dina-ting: the, Wes’.t, co&t -. 
shipbing o$erations. ‘is haadled ‘.a’t.:-r,t;he. West Coast,. of ficel ‘.. 

. Iacazed. in’, Union’.$ PI’1 Wi.lsh~ro..bui1ding.‘. “Unocal..[ Uni.@n,i:.,;.’ ‘.. 1 
ha& .an- indiyidual_ wh&. k&ips \r~&:;~f.~ in$enttir.ies., at -: ‘:’ 

marketing. : terminais ‘and. pr_odu&& :..qt.::kh‘e”ref ine,r&es; . ,_i:-. ‘.. 
He-..iets [West. Co-as t].. know ‘tiha t4.k.“ne@ded.. .ab, ea,ch-. :pcation’;,:. :-‘, 
as .well as’. tj.ha’t !each: wan t&C to .'nove--when , wh.er e..and .in .‘w.ha t .. ..’ 

amounts,. . . We then take.those-i~¶u~~,ernents ‘and try to. fit .:;.: ,’ ‘-.. 
them into, a scbedu.le’,that will,,,,sa.~i’sft).:.:the marketing ,. ( ; ~ 

-people’,. and the :. litiitations‘of 1 the:-‘vesi.gls;?-., (_SelJen ty.‘Six.{‘..,z : : _. 

Jan:+?eb. :1986,<p;. 1’1.)‘. _‘, .. ’ ; .,_’ ,, :I,., i ,. .._ “,I .I” . ,: . . . . ,. 
‘, ..‘. ,. .I:‘ (. ,. 

Union. has’ stated, m [.t]he ..reasons:‘fdr.‘.‘ii~~‘i’~~‘ing..a.’sepa-rate: L..’ ., ..:’ ._ 
Union subsidihry ‘ta operate,..~he’,,vesselS,,‘rat~er than’.‘.having “;- .I, 
Union. ouera te th.e::.vessels: directly, -a-re’, the],saie::as those _‘.. 
which a;e ,involved ‘in the’ titiii,$aki.on -of,.. an unrelated ’ . ;. 

transpor ta t.ion company:. ; ~e~‘.li~.it~‘tio~ .o’f liabil.i.ty...an’< ..’ 
” 

the. -avoidance of. complex- ,labor problems ,.which .would be y’ ’ . . . 
associated with. direct operacion::(Le.tter, May. l?, 1996,: 
from Mioha.el A. ‘Lotiett:; Un.o$al) . __ : 

;’ ; 

.Th.e ‘Arc0 .Califirnia, 7 an oil- .tankeK;’ 

_ ; ; _., ,. 

&s 0wne.d by. Arco .‘. 
Marine, Inc., a wholly-owned.subsidiary of Atlantic :. 

: ,.. 

R’ichfield Comoany. 1 t was +irchased from National Steel 
and, Shipbuilding company on July i5,, 1930. .. 

The information available to us indicates the. Arco 
California transported crude oil for hire for the peri.od 
from Xarch 1, 1981, through ;,!arch 1;: 1985, for several 
different oil conpanies, including 1) XC0 PtZKoleua 
Products Coneany, 2) Sritish Petroleum, 3) Chanplin, 41, 
Ct;psen, 3) S,.=li, i ) s;rj;iLQ, J:ii 7 j .;';lG;i'ii . " 4.0~3 L:)<(;C;i;a;=Fon 

h&s been provided about the relative dmou,nt bf time. per 
shipper. 

County Counsel, in a memorandum dated June 3, 1986, has 
stated that the information pcovidei .by Union is persuasive 
regarding the issue of whether the exemption provided by 
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‘C. ,‘!a~ G.a.O$.F+ch 
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:_’ 

‘_ 3- October’ 22, 1986 

:,_ .‘?.‘ .,;/“. ; t , .-. 

7 ” 
'~e,Ct'%$Xi;-i$.( 1-3 "Of:. Attiicl&X.lI~ a.cp1ii.s to; the S.S. Coast .’ 

, 
.; ._ ‘. 

Rang~~a!d..~th,e:,~s.CS. ,.S,ie~~ra,:.Ma‘dr:$:,.. but’ &at a tour t may - 
.: .: .exami@ &i.e ,,. facts *,in <.a...proper:t’y &X con-text ai-6 :‘deci de- to, . .. - t ,., . . ::, 1: 
‘,, .: -. .’ .,._!’ :. i , .:__ais,r~;a~~~.~:.:;:‘~her:.Sebar,a.~.e~ cd~6’~.l:a,,t~.-.enti.ty. ‘cf .tne Subsidiacy.. ..’ ,: “. . :.’ ._: ,‘. . 

_,_ .. 
,:‘:: suc~..~~~s~~~at.d..,~f~...the ,.‘S*psa& :na.ture of .‘paretit. and 
_ .’ subs~~&tPa~$‘.,wouI~ d~fea,f’,:thp~‘:c_laim for exeizDtion . . However, ‘. .. _ 

. - .,, : addit@n.al ,.infbr~atio.n.rgg., the-‘“ARCO..Califqrni>’ ‘was -r’eques ted. 
. . . :.. ,. 

. .:..r ‘.,. -._. :. ,I 1 by’~~.~nty;:Counsel.~in..a- memorandum-‘dated: July 26,. 1985;, : .. 
I.. 

‘.. . .._ befo’G* rn~~n~~.:any de ter;minati.aiF about- the applicabi1i tr.cof , . . , . :‘__ .‘, .1... . ,’ :the.-exemp~~~-o~..tor the Aroo ‘California. 
.’ . . ., 

., 
1 .: 

., ’ ‘Ti&al &ii;_‘.,’ .’ _ .. :. . : .. Y ,, 
. .i .._ . . 

._-“,, ‘. 
. -. . 

. . .., 

‘. .’ -_ 
: ‘. I 

:.. .:’ 
. . :.Secf~on.-3’(]1}‘..~f.-.~r’~icle. ;(IiI.:-&: the ,California Carrsti.tution 

. . . exempts f r,om F pro’p.er ty -:t4’xat,~cn~:‘,- .:,_ .._ ; “’ “-7 
‘. .., ,..I . . . . . 

w- ..; ‘.’ 
. -: 

._ . . i’ .._ ” 
. . . ., 

., ‘. 
.. 

:. 
_.;_y ::: 

.I..“‘. 
>,;_: : “.._ ,, : : ~~ssel”.:.a.~.,_nqr,e.- than 50!‘&)~.. bb.<gen ii’ this’m.i&t-. and, ‘.., 

:. 
. .“.. 

. . /’ -engaged $‘i ‘kth@ :transpdl:tati_on.:of ‘frei.ght:cr passengers. ,’ ; 
. . . . ..” .__ 

.‘;,.. ‘.. ” : : : 

.-~The,.phrase-.‘engaged. in’.,the transoortation of:’ freight or ..’ 
: ” ‘. 

. . .‘_ __ .._: .P~s+np?r-s~:” Jag- been C.onstgue$*b$ ‘the ,California. courts. to mean ” 
_. ,,:’ 

. +h.e .,.’ ‘., ; - , : cqrying: .~f::.f~.f:~igi.,t~‘.(‘dr.Opefty;’.trans;;or teci. by a’. carrier _. 
,: . fro’?. .a’.con;s-i;g90rl;lto-_.a:~ons.~g,nse 1: 02 passengers 1 travelers. .by : .: .: ,“. _ ,. .-, .. ., ‘, :some.: es.‘tablfshed~.conveyancg). .f.or_. hire .( Dragich:.v.,,.Los Angel’&.’ ‘1.. ‘. 

,(X9,391:: 30 Cail.A&;2d 397.j.. . . .::Thus., -‘th.e cuestlon .btesenteci 1s: . . :’ . 
.y 

. I::) whether ‘t&s&, :,i.&j”iar.$.: corporations 6~~:‘~nde$&fde&“‘.i.’ ‘.‘:i,:~‘“’ .. ,. ,,’ ‘. 
::. .:.:,~~u~Eoiations;~: mak':.shi~; tS.k .p.roduct’s,‘of Union:.and’. the other ;” 

;’ ., .. pe’tr,oleum c.0span.ie.s ‘f-or hire., :,or whether the subsidiary.. : ‘.’ 
..;:. : ,: ~. c=or~,ora.ti’ons‘are:~.mere 

‘._, 
instrumentaii ties, dondutt‘s: or. a$& ts for 

_ 

_: a,_.. the .paken&. cgrporations.: If. .the..co’rpcrate. entity.:of the ‘, : 
._ subsidiary-corpdrgtion can ‘bq; disregarded, the parent and ,. : . . : 

1’ “‘subs.idiaiy-..‘~an .b.e treated as. one unit,. thus :def eating an? claim 
.,I. ,..’ 

.” .( . that .the’ vess’e.ls-are ‘transpqrting freight. for’hirk,.: : .‘. ,, 
:. 

a : 
.’ 

; ih& .*al.ter’ .&g&a-. 
i 

e. 
. . .@octrine,t. thk”disregard ‘of the oorporate.entity 

beca.uaeTrDoration is. the alter ego of.‘others. ‘is 
: .I 

. . appl,icable not ‘inly, Mete the corr,oraTZri .is the ‘a&et ‘Gao-Tt 
iqdividuals .fo+ing ‘or owning’ it, but also wher,e. a corpetion 
is SO organi,zed and.. controlled,, and its affairs so conducted, 
as to make it merely an instrument, ‘agent, conduit, or adjunct. 
Of another corporation i ZcLouchlin. v. L. 31oom Sons Co., Inc. 
(1962.1 206 .Cal.App,?d 34&j.. “iii.tn. increasing frequency, tour ts 

.have demonstrated a readiness to disregard the cor.porate entity 
. when.. h wholly-owned subsiaiqry is merely a conduit for, or is 

‘financially cieaenaen t on; a pare,nc cor?oriEion’” (18 adilentine. 
& Sterling,, C-;.lif. corn. La!:‘s, 11 296.01, p. 14-33). Although 
the ‘doctrine. zas oeen aopl,i2a largely in tact and contract 
cases to assure a.just and equitable result ~Tho2son v. L. C. 
Roney 4 Co. (i952) 112 Ctl.X~~.2d 420; 1.4 Saliencine S -. 
Stirlrng, Cslif. carp. ~a!ws, Y/ 295, p. 24-311, the doctrine has 

: 

. . . -. 
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:yes.sels from Un’io& .‘and i’ii’ the.I~ranspprtd.t~b’~‘;do~trdcts’ i’n ‘. :“. ‘. ‘: 
. . ‘which West Cd&t agreed to. s.hip...Unidri~.s:.proau.ct’s’.-for ‘a ‘1 :,.; ,’ L :. ].,. 

‘. specified sum: &ior.eovet ;. !ies.t. Colask..bas . . two <adzi ficnal v’ekkels. . . 
.about which we.have no information.). whicn, may be :utilize.d .in:‘: :. .__ . . 
ways that further support’ Union’s chain that Nest ‘Coast is an .:. . . 
‘entity separate from Union. Therefore, unl-ess substantial 
additional evi’dence is pr0vide.d to‘ show’ that West Coast ;i.s a. 1 .. 
mere. instrumentality of Union,,such as the listinq .of Wegt : :- . 
Coast as a division of’ Union rather than a. subsidiary 1 

: corporation on Union’s financial, statements? or .the parent used 
the assets of the suosidiary as its oun.witnouc regard to 
corporate formalities, we be’lieve there is. insu’fficient 
evidence to treat ?iest Coast as the alter eao o.f Union. 
Consequently , the exemption gjrovided by Sezon 3(l) .of Article 
XIII is ao?licable to the vessels S.S. Coast Range and S..S. 
Sierra Macire. 
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State of California 

Memorandum 

To : :4r . Verne Walton 

860.0006 

From : James M. Williams 

Subject : Vessel Exemption, Cal. Con., Article XIII, Section 3i ) 

. 

In your memo of November 1, 1991 you posed five questions for 
our opinion. Prior to responding I want to make clear that I am 
not opining on whether or not the vessels of the Dutra 
Construction Company qualify for the subject exemption. If .thaz 
is desired, the taxpayer should file the appropriate claim in 
the manner prescribed. A description of the employment of each 
vessel. as indicated in Smith-Rice Heavy Lifts, Inc. v. Los 
Angeles Co. (1967) 256 Cal. App. 2d 190; . is required for proper 
evaluation of the claim. The assessor is not required to sift 
through two hundred pages of irrelevant United States Army Corps 
of Engineers ’ form contracts to act on the taxpayer’s claim. 

1. what cargo qualifies as freight? What does not? 

Response: “In holding that a commercial fishing vessel 
transporting its catch to its home port was not engaged In irk;> 
transportation of freight, the court refused to accept the 
argument that “freight” means “any property” stating: The war; 
“freight” has more than one meaning but it generally denotes 
property transported by a carrier from a consignor to a 
consignee.” Crowley Launch and Tugboat Co. v. County of Los 
Angeles (1971) 16 Cal. App. 3d 437 at page 440. 

2. What constitutes regular engagement in the transportation of 
freight? 

Response: The vessel should be designed and constructed for the 
transportation of freight and it should be exclusively used for 
that purpose. It may be temporarily withdrawn from active use 
for repairs or for lack of business but not for diversion to 
another use. In this instance the vessel was laid up for seven 
months of the year, including the lien date, because of lack of 
business. Los Angeles Co. v. Craig (1940) 38 Cal. App. 2d 58. 



3. Is a consignor-consignee relationship needed for the 
assessor to grant the exemption? 

Response: Although the response to question 1. may seem to. 
indicate the necessity of a consignor-consignee relationship, it 
does not quite go to a 100% requirement. Note that the court 
inserted the word “generally”. The seminal case interpreted the 
section to read: 

Vessels of more than 50 tons burden in this State and 
engaged in the transportation of freight or passengers 
-- for hire. 

Thus the catch of one’s own fishing boat is not freight 
but hauling another’s catch for a fee would qualify 
without the full necessities of a consignment. Dragich v. 
Los Angeles Co. (1939) 30 Cal. App. 2d 397. 

4. Do the enclosed contracts and documents support a 
consignor-consignee relationship? 

Response: I could not so ascertain. I kept getting lost in 
federal boiler plate. I can,tell you that no drugs are involved 
because the contracts contain a clause requiring a drug free 
environment. 

5. Would these vessels qualify for exemption based on the 
freight definition used for property taxes? 

Response: I don’t know what the definition of freight is for 
property faxes. Also I can not ascertain how many vessels are 
involved and how each is engaged; see my first paragraph about 
filing the appropriate claim. If, in general, the taxpayer’s 
vessels are (1) carrying rocks owned by the taxpayers to a site 
of levee-repair or (2) carrying dredged materials from a ship 
channel wherein the taxpayer was hired to complete the entire 
project, then these engagements do not qualify under Dragich 
cited above or Crivello v. San Diego Co. (1942) 50 Cal. App. 2d 
713. 

Hopefully these responses will give you some idea of how the 
courts have interpreted this exemption. However, if the 
taxpayer wishes to go further, he should follow the claim 
procedures and make available the appropriate, detailed 
information. 
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Att8nt1on: Mr. Peter Il. F%de 
Marine/Aircraft Appraber 
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